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Figure 1: Structure of preferred embodiments for the invention 




Figure 2: Definition of Basis Instruments Contracts 
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Figure 3: Derivatives Reduction 
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Iterative derivatives decomposition process 
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Figure 4: Iterative Derivatives Decomposition Process 
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Figure 5: Pricing system 
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Figuro 6: Web Interface : Main screen 




Figure 7: Wob Interface : Basis Instrument Input 
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Figure 8: Web Interface : Payoff Function Input 
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Figure 9: Exchange trading system 
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Figure 10: Exchange Order Input ic Confirmation 
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Figure 11: Model & Parameter selection 
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Basis instruments price selection process in an exchange framework: 
IBustratlon of Baste Instruments syndication to market makers to most efficiency reduce 
derivatives prices quoted to price takers 
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Figure 12: Basis instruments price selection process 
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Derivatives Pricing Approximation Process by selecting block units and 
ro combining while keeping a cap on approximation error 
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Figure 13: Derivatives Pricing Approximation Process by selecting block units 




Figure 14: Risk Management system 
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Figure 15: Risk Management, VAR Mothod 
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Figure 16: Bisk Management, VAR Method 
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Figure 17: Riak Management, VAR danger. 
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Figure 18: Compression to reduced form of Derivatives 




Is B a form known for Its analytical fcradaWWy ? 

Are there known sets of transformation rules Qtety to aflow the 
function to be reduoed to a function of at most two (for example) asset values 
variables? 



YES 



NO 



Approximation decomposition wttFT 
amor within bJdtaffer spread range 
Criteria Check; Match? 



-Hermtte type expansion 
-Other 



Comb ina Son with the reduced form 

according to formula 0 to yield 



Figure 19: Compression to reduced form of Basis Instruments 
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Figure 20: Appendix Illustration Case 2: m variables m>1 



